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TO: PARTIES OF RECORD IN INVESTIGATION 00-03-002

Attached is a revised draft decision of Administrative Law Judge (ALJ) Mattson.
The revised draft decision corrects errors inadvertently included in the draft
decision filed and served on January 14, 2002. The revised draft decision will be
on the Commission’s agenda at the next regular meeting 30 days after the above
date. The Commission may act then, or it may postpone action until later.

When the Commission acts on the revised draft decision, it may adopt all or part
of it as written, amend or modify it, or set it aside and prepare its own decision.
Only when the Commission acts does the decision become binding on the parties.

Parties to the proceeding may file comments on the revised draft decision as
provided in Article 19 of the Commission’s “Rules of Practice and Procedure.”
These rules are accessible on the Commission’s website at
http://www.cpuc.ca.gov. Comments will be due 20 days from the date of the
revised draft decision. Pursuant to Rule 77.3 opening comments shall not exceed
15 pages. Comments must be served separately on the ALJ and the Assigned
Commissioner, and for that purpose | suggest hand delivery, overnight mail, or
other expeditious method of service.

Finally, both the draft decision and the revised draft decision are on the
Commission’s website. Parties using the website are reminded to refer to the
revised draft decision, not the original draft decision, for the purpose of
preparing comments.

/s/ LYNN T. CAREW
Lynn T. Carew, Chief
Administrative Law Judge

LTC:k47

Attachments

114248



ALJ/BWM/KAT DRAFT Iltem 1
2/21/2002

Decision REVISED DRAFT DECISION OF ALJ MATTSON
(Mailed January 16, 2002)

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

Order Instituting Investigation on the
Commission’s Own Motion into the Deaveraging
of Unbundled Network Element Rates within at Investigation 00-03-002
Least Three Geographic Regions of the State of (Filed March 2, 2000)
California Pursuant to Federal Communications
Commission Rule 47 C.F.R. 8 51.507(f).

ORDER ADOPTING GEOGRAPHICALLY DEAVERAGED
UNBUNDLED NETWORK ELEMENT RATES FOR
PACIFIC BELL TELEPHONE COMPANY

1. Summary
We grant the joint motion for adoption of a Settlement Agreement

(Agreement). As a result, on an interim basis we authorize loop unbundled
network element (UNE) rates for three zones in the service area of Pacific Bell

Telephone Company (Pacific).

2. Background
This investigation was instituted to produce deaveraged loop UNE rates

within at least three geographic regions in the state. We noted on initiating this
matter that much of the groundwork had been laid in earlier proceedings. We
specifically asked parties to fully evaluate and address the joint proposal for
geographic deaveraging made in the June 4, 1999 opening comments of AT&T

Communications of California, Inc. (AT&T) and MCI WorldCom (WorldCom) on

114232 -1-
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the UNE pricing proposed decision.! We also invited parties to present other
proposals. We stated, however, that we would not give further consideration to
two geographic deaveraging proposals already considered and rejected.2
Further, we indicated our expectation that an evidentiary hearing would be

necessary.

2.1. Prehearing Conference, Scoping Memo, and Need for
Hearing

Prehearing conferences were held on May 9 and 26, 2000. The
Scoping Memo and Ruling of the Assigned Commissioner was filed and served
on May 31, 2000. The Scoping Memo adopted several agreements of parties,
including that no evidentiary hearing would be required,? and identified four
disputed issues:
1. The number and description of geographic regions into which
UNE loop rates will be deaveraged.

2. The deaveraged UNE loop rates within each region.

3. How withdrawals from the Universal Service fund (California
High Cost Fund-B, or CHCF-B) will be managed when

1 The proposed decision was in the open access and network architecture development
(OANAD) proceeding (Rulemaking (R.) 93-04-003, and Investigation (I.) 93-04-002), and
resulted in Decision (D.) 99-11-050.

2 Those approaches are: (1) the revenue zone approach, and (2) zones based on any
version of the Hatfield Model.

3 This agreement was stated in parties’ May 18, 2000 Joint Case Management Statement.
Parties to the Joint Case Management Statement are Pacific, AT&T, WorldCom, GTE
California Incorporated (now Verizon California Incorporated), The Citizens
Communications Companies, Office of Ratepayer Advocates (ORA), The Utility Reform
Network, NEXTLINK California, Inc., and RCN Telecom Services of California, Inc.
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competitive local exchange carriers (CLCs or CLECs) purchase
deaveraged UNE loops in high cost regions within Pacific’s
service area.

4. Whether or not the proposals made herein satisfy federal
requirements for geographic deaveraging.

On September 7, 2000, we issued D.00-09-010. We there
reconsidered our prior determination that an evidentiary hearing would be

necessary, and found that no hearing was needed.

2.2. June 7, 2000 Proposals
Consistent with the adopted schedule, proposals were filed and

served on June 7, 2000 by Pacific, and jointly by AT&T and WorldCom. Pacific
proposed deaveraged loop UNE prices in three zones for six services. Pacific
further proposed that Rule 6.G.1.b of the Commission’s Universal Service Rules
govern distribution of CHCF-B Universal Service funds to CLCs offering service
by unbundled loops. (D.96-10-066, Appendix B; 68 CPUC2d 524, 677.)

AT&T/WorldCom proposed four zones for the same six services.
AT&T/WorldCom agreed with Pacific on prices for Zones 2 and 3, but
recommended that Zone 1 be divided into Zones 1A and 1B, with Zone 1A prices
slightly below, and Zone 1B prices slightly above, the Zone 1 prices

recommended by Pacific.

2.3. Interconnection Agreement between Pacific and AT&T
On August 3, 2000, the Commission approved an arbitrated

interconnection agreement (ICA) between Pacific and AT&T. (D.00-08-011,
Application (A.) 00-01-022.) The ICA provided deaveraged UNE rates within
three geographic regions. Pacific’s deaveraged UNE rates also became available

to any other telecommunications carrier upon the same terms and conditions,
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pursuant to Section 252(i) of the Telecommunications Act of 1996 (47 U.S.C.
252(i)).

2.4. Settlement Agreement

The adopted schedule provided for the filing and service of opening
comments on proposals by July 14, 2000, with reply comments filed and served
by July 28, 2000. The comment cycle, however, was twice delayed at the request
of Pacific, AT&T and WorldCom, thereby allowing parties to discuss settlement.

On August 3, 2000, parties convened a settlement conference
pursuant to Rule 51.1 of the Commission’s Rules of Practice and Procedure. On
August 10, 2000, Pacific, AT&T and WorldCom filed and served a joint motion
for Commission adoption of an Agreement executed by Pacific, AT&T, and
WorldCom. The Agreement is contained in Appendix A.

In summary, settling parties agree to three zones with prices at the
same levels initially proposed by Pacific. The prices are nearly the same as those
adopted in D.00-08-011. Further, the Agreement includes a procedure for
withdrawals from the CHCF-B fund when CLCs serve end-users via loop UNEs,
along with a process for making CHCF-B claims. The settlement provides that it
is for an interim period commencing with Commission adoption of the
Agreement, and continuing until superceded by Commission action in a
proceeding to review unbundling issues and UNEs, as provided in D.99-11-050.
Settling parties assert that the Agreement meets all Commission tests for

adoption of a settlement.4

4 Rule 51.1(e) of the Commission’s Rules of Practice and Procedure provides that
settlements must be reasonable in light of the whole record, consistent with law, and in
the public interest.
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2.5. ORA Comments on Agreement
On September 11, 2000, ORA filed comments on the Agreement.

ORA states that the Agreement is reasonable, consistent with law, and is
arguably in the public interest. ORA expresses concerns, however, and
recommends several remedies.

First, ORA is concerned that the Agreement perpetuates a flawed
subsidy program in need of immediate review. ORA asserts that adoption of the
proposed CHCF-B withdrawal mechanism without safeguards for ratepayers
would not be in the public interest. ORA recommends that CHCF-B subsidies
paid to CLCs using loop UNEs be tracked in memorandum accounts subject to
refund, while the matter is studied and reforms implemented.

Second, ORA asserts that the average Zone 1 loop cost is
significantly lower than the rate in the Agreement. As a result, ORA concludes
that adoption of the Agreement could promote uneconomic entry and investment
by CLCs. ORA states that three zones are acceptable in the interim as long as the
Commission moves expeditiously to establish permanent rates, with those rates
perhaps based on four or more zones.

Finally, ORA is concerned with the proposed process for making
CHCEF-B claims. For example, according to ORA, there may be a potential
problem with CLCs and Pacific not always being able to ensure that only one
primary line per household qualifies for CHCF-B support. ORA concludes that it
would be prudent for the Commission to require Pacific and CLCs to analyze this

issue, and report their findings within one year.

2.6. Replies to ORA Comments on Settlement Agreement
On September 26, 2000, Pacific filed a timely reply in opposition to

ORA’s comments. Pacific asserts that ORA’s concerns relate to the Commission’s
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Universal Service fund, not geographic deaveraging. Further, Pacific believes
that ORA’s concerns do not reveal flaws in CHCF-B operation.
AT&T/WorldCom also filed a timely reply in opposition to ORA’s
comments. AT&T/WorldCom assert that ORA’s proposal to track payments
from the CHCF-B to CLCs, with payments subject to refund, would defeat any
immediate prospect for broad-based competition for residential local exchange
service using loop UNEs. AT&T/WorldCom claim that ORA’s conjecture
regarding possible imperfections in the calculation of the existing CHCF-B
amounts should be addressed, if at all, in the triennial review of the Universal
Service fund, not here. Further, AT&T/WorldCom oppose ORA'’s
recommendation that the Commission set an early schedule to determine
permanent geographically deaveraged unbundled loop prices. Rather, this
should be done during the review of all UNE prices, now set to begin three years
after D.99-11-050, or about November 2002, according to AT&T/WorldCom.
AT&T/WorldCom also oppose ORA'’s proposal to review administration and
operation of the CHCF-B. If the process needs review, AT&T/WorldCom say it
should be undertaken during the triennial review of the Universal Service fund.
Finally, AT&T/WorldCom oppose a special study on primary line status per

household.

2.7. Comments and Reply Comments on June 7, 2000
Proposals

The suspension of comments and reply comments on the
June 7, 2000 proposals was lifted by Ruling dated November 7, 2000. This was
done so that the Commission would have a full record upon which to reach its

decision, given ORA’s concerns with the Agreement.
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Timely comments were filed on December 5, 2000 by Pacific, and
AT&T/WorldCom. The comments provide additional specific information, with
parties recommending adoption of the Agreement without modification.

Timely reply comments were filed by Pacific on December 20, 2000
in further support of the Agreement. Timely reply comments were also filed by
ORA. ORA concludes that it does not oppose an interim three-zone approach for
deaveraging, but that the Commission should resolve universal service funding

issues to permit further deaveraging and greater competitive options.

3. Discussion
Settling parties propose three zones. ORA concludes that it does not

oppose an interim three-zone approach for deaveraging. No party seeks
anything other than three zones at this time in this proceeding. D.00-08-011
adopts three zones. We find a three-zone approach reasonable.

ORA asserts that we must resolve universal funding issues to permit
further deaveraging and greater competitive options. Even if true, we are not
persuaded to do so here. The record in this proceeding does not support
sweeping changes, and we do not believe that this is the time and place to
develop a record to undertake such effort, even if it is eventually necessary.
Rather, we will consider doing so in proceedings that specifically review UNE
prices, and address the CHCF-B.

Moreover, we are not persuaded to establish memorandum accounts with
rates subject to later adjustment. Rather, settling parties propose rates that are
consistent with rates based on costs and prices adopted in D.99-11-050, and

consensus block group zones established for administration of the Universal
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Service fund in D.96-10-066.5 These rates and zones are reasonable on an interim
basis. Rates and zones will be addressed further, as necessary, in proceedings
that address UNE prices (e.g., A.01-02-024/A.01-02-035), universal service, the
CHCEF-B, Pacific’s Section 271 matter (Rulemaking (R.) 93-04-003/Investigation
(1) 93-04-002/R.95-04-043/1.95.04-044),% and other proceedings as appropriate.

Adoption of a settlement becomes an order of the Commission.
(D.88-12-083, 30 CPUC2d 189, 225.) To find a settlement in the public interest, the
Commission must know the ramifications of the settlement, to the extent feasible,
at the time that finding is made. (ld.) To the extent that our interpretation differs
from that of any proponent, or all proponents, it is our interpretation that is
definitive. (Id.) For this reason, we specifically comment on four parts of the
Agreement.

First, the Agreement states:

“The parties agree that the three-zone pricing structure for loop
UNEs brings Pacific's territory into compliance with the FCC
[Federal Communications Commission] rules on geographic
deaveraging, as set forth in 47 CFR Sec. 51.507(f), and that the
geographically deaveraged pricing structure for loops is satisfactory
for purposes of Pacific's 271 application.” (Agreement, Section V.A.)

5 Settling parties use the term *“census block group zones.” Rates are based on census
block groups and wire centers, not zones. Nonetheless, we use settling parties’ term
since rates must correlate to zones.

6 Section 271 of the Telecommunications Act of 1996 (Act) provides the terms and
conditions under which a Bell Operating Company may provide in-region interLATA
services.
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We acknowledge parties’ agreement on these points. We find that the
Agreement is based on geographic cost differences, and complies with FCC rules
on geographic deaveraging as set forth in 47 C.F.R. Sec. 51.507(f).

We accept that settling parties believe and agree that the Agreement is
satisfactory for purposes of Pacific’s Section 271 application. Parties’ belief and
agreement, however, cannot, and does not, bind the Commission, and adoption
of the Agreement does not prejudge a future Commission decision on this issue.
Rather, the Commission will determine in an appropriate future proceeding
whether or not this and other factors individually and collectively satisfy tests for
any authority Pacific seeks under Section 271 of the Act.

Second, the Agreement does not state the periodicity of zone prices.
(Agreement, Attachment B.) We understand that the prices are to be assessed
monthly. Our adoption of the Agreement is based on that interpretation.

Third, the Agreement includes a calculation of fund withdrawals in
specific scenarios where CLC prices may diverge from Pacific's single flat

residential (1FR) rate. It states:

“Where the CLEC’s basic exchange service price is equal to or less
than Pacific’s price plus EUCL [end user common line charge], the
subsidy payable to the CLEC shall be the amount payable to Pacific
for such customer. Where the CLEC’s basic exchange price exceeds
Pacific ‘s price plus EUCL, then the subsidy payable to the CLEC
shall be the subsidy amount for the CBG [consensus block group],
less all revenues received by the CLEC for the basic exchange
service.” (Agreement, Section IlIl.A.)

7 Section 51.507(f) states in relevant part. “State commissions shall establish different
rates for elements in at least three defined geographic areas within the state to reflect
geographic cost differences.”
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Settling parties state that they think the settlement does not conflict with
D.96-10-066, and that they would seek modification of D.96-10-066 if the
Commission concludes otherwise. We appreciate settling parties’ earnest effort
to resolve the problem of how CLEC purchases of deaveraged UNE loops in
Pacific’s high cost regions might be subsidized by withdrawals from the
Universal Service high cost fund. However, notwithstanding settling parties’
agreement, calibrating a CLEC’s CHCF-B reimbursement to Pacific’s
reimbursement is not consistent with the Commission’s intent in D.96-10-066.

Rule 6.C.2.d of Appendix B of D.96-10-066 provides that “the COLR’s
[carrier of last resort] draw from the CHCF-B will be offset by the COLR’s
revenue per subsidized line from the CCLC [common carrier line charge] and the
federal Universal Service fund.” Our current policy, as expressed in Rule 6.C.2.d
in Appendix B of D.96-10-066, requires that each CLEC’s draw from the CHCF-B
Is offset by the COLR’s revenue per subsidized line from the CCLC and the
federal Universal Service Fund. As we have stated, we are not prepared to adopt
sweeping changes in Commission policy or practices in this proceeding. We
adopt the Agreement based on the understanding that subsidy calculations will
be consistent with applicable provisions in D.96-10-066. Additionally, we
understand the Agreement’s reference to the “subsidy amount for the CBG”
(Section I11.A) to mean the ‘per line cost estimate for the CBG as determined by
the Cost Proxy Model.” (D.96-10-066, Appendix B, Rules 6.C.2.a and 6.C.2.b;

68 CPUC2d 524, 675.)

In this way, the Agreement allows CLCs providing basic local exchange

service using UNE loops nondiscriminatory access to the Universal Service fund

applicable to Pacific’s territory. Moreover, it does not limit pricing flexibility for

-10 -
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CLCs (or Pacific), and, at the same time, does not change the level of funding
necessary to support universal service.

Finally, the Agreement provides that:

“The parties and the Commission staff agree to meet and cooperate
in an effort to agree to the least cost, most efficient yet accurate
process to ensure that all local exchange carriers are able to make
valid claims against the CHCF-B fund applicable to Pacific’s service
territory in a manner that is the same as or substantially similar to
the process utilized by Pacific.” (Agreement, Section IV.A.)

Commission staff is not a party to the Agreement. Parties to the
Agreement can neither bind staff, nor make a commitment regarding the use of
Commission resources. Nonetheless, there is no claim or evidence that
Commission staff will not reasonably and responsibly fulfill its role and duty in
administration of the CHCF-B, and we are confident they will do so.

For example, we acknowledge that settling parties’ proposed census block
group zones do not share the same boundaries as wire centers, which serve as
the foundation for UNE rates. We will leave it to the staff (who reviews and
processes CHCF-B claims) and petitioning CLCs to resolve these boundary
discontinuities in the implementation of this order.

The Commission will not approve a settlement unless it is reasonable in
light of the whole record, consistent with law, and in the public interest. (Rule
51.1(e).) With the understandings stated above, the proposed settlement meets
those tests.

For example, the record includes the proposals made on June 7, 2000 by
Pacific and AT&T/WorldCom. The proposed settlement is reasonable in light of

those proposals, and the whole record.

-11 -
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The proposed settlement is consistent with law, including the Act, and
FCC rules. No party asserts otherwise, and we are not aware of any
inconsistency.

The proposed settlement is in the public interest. It reasonably resolves all
issues identified in the Scoping Memo, and reasonably promotes additional
opportunities for competition. Further, it resolves issues regarding access to

Universal Service funds.

4. Comments on Draft Decision
On January 14, 2002, the draft decision of Administrative Law Judge

Mattson on this matter was mailed to parties in accordance with Section 311(g)(1)
of the Public Utilities Code and Rule 77.7 of the Rules of Practice and Procedure.
On January 16, 2002 a revised draft decision to correct inadvertent errors was
mailed to parties. Comments were filed on , and reply comments were

filed on

Findings of Fact
1. On August 10, 2000, Pacific, AT&T and WorldCom filed and served a joint

motion for Commission adoption of an Agreement.

2. The Agreement establishes deaveraged loop UNE rates in three zones for
six services at prices that are equal to those initially proposed by Pacific on
June 7, 2000, and that are nearly the same as adopted in D.00-08-011.

3. The Agreement establishes a procedure for draws from the CHCF-B fund
when CLCs serve end-users via loop UNEs, along with a process for making
CHCEF-B claims.

4. The Agreement is effective for an interim period, until superceded by
Commission action in a proceeding to review unbundling issues and UNEs, as

provided in D.99-11-050.

-12 -
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5. ORA does not oppose interim adoption of three zones.

6. No party seeks more than three zones in this proceeding.

7. Settling parties propose rates that are consistent with rates based on costs
and prices adopted in D.99-11-050, and consensus block group zones established
for administration of the Universal Service fund in D.96-10-066.

8. The Agreement is consistent with the June 7, 2000 proposals, and the whole
record.

9. No party asserts that the Agreement is not consistent with law.

10. The Agreement resolves all issues identified for this proceeding, provides
further opportunity for competition, and resolves access to universal service

funds.

Conclusions of Law
1. Settling parties cannot bind the Commission or its staff absent Commission

or staff concurrence.

2. With the understandings stated herein, the Agreement is reasonable in
light of the whole record, consistent with law, and in the public interest.

3. The joint motion should be granted.

4. This decision should be effective immediately to promote competition and

the public interest without delay.

ORDER

IT IS ORDERED that:
1. The August 10, 2000 joint motion of Pacific Bell Telephone Company,
AT&T Communications of California, Inc., and MCI WorldCom for Commission

adoption of a Settlement Agreement (Agreement) is granted, including the

-13-
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interpretations of the Agreement stated in the body of the order. The Agreement
Is contained in Appendix A.
2. This proceeding is closed.
This order is effective today.

Dated , 2001 at San Francisco, California.

-14 -
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APPENDIX A

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

Order Instituting Investigation on the
Commission's Own Motion into the
Deaveraging Of Unbundled Network Element Investigation 00-03-002
Rates within at Least Three Geographic Regions
of the State of California Pursuant to Federal
Communications Commission Rule 47 C.F.R.
851.507(f).

SETTLEMENT AGREEMENT

THIS SETTLEMENT AGREEMENT ("Agreement") is entered into
this 10™ day of August, 2000, by and between the undersigned parties.

For consideration received, the parties agree as follows:

l. INTERIM AGREEMENT.

This Agreement shall be for an interim period commencing with the
Commission's adoption of this Agreement and continuing until superseded by
Commission action in the review proceeding for unbundling issues established in
D.99-11-050 of the OANAD proceeding. None of the terms, prices or conditions
contained in this Agreement shall constitute an admission, waiver or estoppel or
otherwise preclude parties from making any arguments they seek to make in the

OANAD review proceeding.

A-1
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I. DEAVERAGED LOOP UNE PRICES.

A. Three Zones. On an interim basis, there shall be three geographic
zones in Pacific's serving territory. Each of Pacific's wire centers will be assigned
to one of the three zones. The assignment of wire centers to zones is detailed in
Attachment A hereto and made a part hereof.

B. Zone Prices. On an interim basis, the prices for loop UNEs shall

be as set forth in Attachment B hereto and made a part hereof.

.  WITHDRAWALS FROM THE CHCF-B WHEN CLECS SERVE
END-USERS USING LOOP UNES.

A.  Once the price of the loop UNE is based upon the deaveraged
costs agreed to herein, then the carrier who sells basic exchange service to the
end-user residential customer shall receive the subsidy if that carrier is a
designated COLR authorized to claim the subsidy pursuant to D.96-10-066,
Appendix B, Rule 6.D. Where the CLEC's basic exchange service price is equal to
or less than Pacific's price plus EUCL, the subsidy payable to the CLEC shall be
the amount payable to Pacific for such customer. Where the CLEC's basic
exchange price exceeds Pacific's price plus EUCL, then the subsidy payable to the
CLEC shall be the subsidy amount for the CBG, less all revenues received by the
CLEC for the basic exchange service.

B. Where Pacific voluntarily lowers its price for basic exchange
service, neither it nor the CLECs will be entitled to an increased draw from the

fund to offset the amount of such price decrease.

A-2
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C. It is the parties’ opinion that the foregoing calculation of the
subsidy is not inconsistent with Universal Service Rule 6.G.1.b (D.96-10-066,
Appdx. B, p. 12) governing the subsidy calculation for resellers. However, if the
Commission determines that adoption of this Agreement requires modification of
said Rule, then the parties shall jointly seek such modification. Nothing in this
Agreement shall affect the obligation of any carrier to meet all of the eligibility
and other requirements for CHCF-B funding set forth in the Commission's

Adopted Rules, at Appendix B to D.96-10-066.

IV. PROCESS FOR MAKING CHCF-B CLAIMS

A. The parties understand that it is currently Pacific's practice to
utilize a geodetic database provided by a commercial firm to determine the
census block group ("CBG") in which a customer's address is located in order to
validate its claims against the CHCF-B. The parties understand that there is a fee
for the use of this database. The parties and the Commission staff agree to meet
and cooperate in an effort to agree to the least cost, most efficient yet accurate
process to ensure that all local exchange carriers are able to make valid claims
against the CHCF-B fund applicable to Pacific's service territory in a manner that
is the same as or substantially similar to the process utilized by Pacific.

V. COMPLIANCE WITH FCC RULES.

A. The parties agree that the three-zone pricing structure for loop
UNEs brings Pacific's territory into compliance with the FCC rules on geographic

deaveraging, as set forth at 47 CFR Sec. 51.507(f), and that the geographically

A-3
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deaveraged pricing structure for loops is satisfactory for purposes of Pacific's 271
application.

B. With respect to the sub-loop unbundling UNE which became
effective on May 17, 2000, Pacific, upon a carrier's request, shall make such UNE
available to the requesting carrier at deaveraged prices based upon the same
three zones adopted herein for loop UNEs. The requesting carrier may elect to
purchase under the deaveraged pricing structure or continue to pay any existing
prices for sub-loop unbundling contained in its interconnection agreement with
Pacific. Deaveraged prices for sub-loops shall be interim pending the
Commission's establishment of permanent prices in a generic proceeding, and

shall be trued-up with the final prices ordered in such proceeding.

VI.  APPLICABILITY OF THIS PROCEEDING ON ILECS OTHER THAN
PACIFIC.

The terms of this Agreement apply only to Pacific Bell and Pacific's
serving territory. Neither this Agreement nor any portion hereof applies to any
other incumbent LEC providing service in California, regardless of whether such

ILEC is a party to this proceeding.

VIl.  GENERAL PROVISIONS.

A.  This Settlement Agreement is subject to approval by the
CPUC. The Parties shall file a joint motion seeking approval of this Settlement

Agreement.

A-4
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B. The Parties have noticed and convened a settlement
conference, in accordance with Rule 51.1(b)-(c) of the CPUC's Rules of Practice
and Procedure.

C. No Party shall engage in any ex parte contact with the CPUC in
regard to this Settlement Agreement unless such Party states that it is in full
support of the Settlement Agreement and each and every term thereof. No Party
shall seek, directly or indirectly, to have the CPUC modify the terms of this
Settlement Agreement without the express consent of all other Parties.

D.  The Parties each agree, without further consideration, to
execute and/or cause to be executed, any other documents, and to take any other
action as may be necessary, to effectively consummate the subject matter of this
Settlement Agreement.

E. This Settlement Agreement shall not establish, be interpreted as
establishing, or be used by any party to establish or to represent their
relationship as any form of agency, partnership or joint venture. No party shall
have any authority to bind the other or to act as an agent for the other unless
written authority, separate from this Settlement Agreement, is provided.

F. This Settlement Agreement and all covenants set forth herein
shall be binding upon and shall inure to the benefit of the respective Parties
hereto, their legal successors, heirs, assigns, partners, representatives, executors,
administrators, parent companies, subsidiary companies, affiliates, divisions,

units, agents, attorneys, officers, directors, and shareholders.
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G.  This Settlement Agreement and the provisions contained
herein shall not be construed or interpreted for or against any party hereto
because that party drafted or caused its legal representative to draft any of its
provisions.

H.  This Settlement Agreement shall be governed by and
interpreted in accordance with the domestic laws of the state of California.

l. This Settlement Agreement may be executed in any number of
counterparts and by different Parties hereto in separate counterparts, with the
same effect as if all Parties had signed one and the same document. All such
counterparts shall be deemed to be an original and shall together constitute one
and the same Agreement.

J. The provisions of this Settlement Agreement are not severable.
If the CPUC or any court of competent jurisdiction rules that any material
provision of this Settlement Agreement is invalid or unenforceable, or materially
modifies any material provision of this Settlement Agreement, then this
Settlement Agreement shall be deemed rescinded and the Parties returned to the
status quo as of the date of execution of this Settlement Agreement.
Notwithstanding the foregoing, the prices in this Agreement shall be subject to
any changes in loop UNE prices ordered by the Commission in response to
changes in applicable law or FCC rules.

K. The Parties hereto acknowledge each has read this Settlement

Agreement, that each fully understands its rights, privileges and duties under
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this Settlement Agreement, and that each enters this Agreement freely and
voluntarily. Each Party further acknowledges that it has had the opportunity to
consult with an attorney of its own choosing to explain the terms of this
Settlement Agreement and the consequences of signing it.

L The Parties each represent that they and/or their counsel have
made such investigation of the facts and law pertaining to the matters described
in this Settlement Agreement as they deem necessary and that they have not
relied and do not rely upon any statement, promise or representation by any
other Party or its counsel, whether oral or written, except as specifically set forth
in this Settlement Agreement. The Parties each expressly assume the risk of any
mistake of law or fact made by them or their counsel.

M.  No provision of this Settlement Agreement shall be considered
precedential for purposes of any future or concurrent proceeding.

N.  The undersigned hereby acknowledge and covenant that they
have been duly authorized to execute this Settlement Agreement on behalf of
their respective principals and that such execution is made within the course and

scope of their respective agency and/or employment.

IN WITNESS WHEREOF, the parties have executed this Settlement Agreement

on the pages th